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LIMITED OFFICIAL USE LUSAKA 0765 

DEPARTMENT PASS OPIC 

E.O. 11652: N/A 

TAGS: EINV EFIN OPIC ZA 

SUB J : PHELPS DODGE TO INVOKE CONVERTIBILITY COVERAGE 

1 . EMBASSY INFORMED BY JULIO BAQUE, VICE PRESIDENT OF 
PHELPS DODGE, THAT COMPANY WILL INVOKE OPIC CONVERTIBILITY 
COVERAGE ON THEIR ZAMBIAN JOINT VENTURE WIRE COMPANY, 

ZAMEFA. PHELPS DODGE HAS HAD ONGOING PROBLEM OF REMITTING 
PROFITS FOR OVER A YEAR. ACCORDING TO BAQUE IT WOULD LOSE 
ITS COVERAGE IF IT DID NOT INVOKE ITS RIGHTS WITHIN A FEW 
MONTHS. AMOUNT INVOLVED IS THREE TO FOUR HUNDRED THOUSAND 
DOLLARS. BAQUE HAS INFORMED BANK OF ZAMBIA AND OTHER GRZ 
OFFICIALS OF THEIR DECISION TO INVOKE OPIC INSURANCE. 

2. BAQUE INDICATED THAT BANK AND MINISTRY OF FINANCE 
OFFICIALS SEEMED ALMOST "RELIEVED" THAT PHELPS DODGE HAD 
FINALLY DECIDED TO TAKE THE ACTION. WHILE PHELPS DODGE 

HAD NOT "THREATENED" TAKING THIS STEP IN PREVIOUS DISCUSSIONS 
WITH GRZ, THEY HAD MADE IT CLEAR THEY WERE UNDER TIME 
PRESSURE TO DO SO. 

3. ACCORDING TO BAQUE, PHELPS DODGE HAD DISCUSSED THEIR 
LIMITED OFFICIAL USE 
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INTENTIONS WITH OPIC. PHELPS DODGE IS TO MAKE KWACHA 
PAYMENT TO EMBASSY ACCOUNT AND OPIC WILL REIMBURSE COMPANY 
IN DOLLARS IN U.S. AS OPIC AND DEPARTMENT ARE AWARE, THIS 
PROCEDURE INVOLVES GRZ EXCHANGE CONTROL REGULATIONS SIMILAR 
TO THOSE IN THE OPIC/TAW CASE. AS EMBASSY UNDERSTANDS 
REGULATIONS, THE PROCEDURE SUGGESTED IS LEGAL ONLY WITH 
AUTHORIZATION OF GRZ. 
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4. EMBASSY UNAWARE OF ANY SERIOUS TECHNICAL IMPLICATIONS 
OF INVOKING OPIC COVERAGE IN ZAMBIA. WE UNDERSTAND THAT 
THIS ACTION WOULD NOT HAVE ANY EFFECT ON OUR AID PROGRAM, 

FOR EXAMPLE, AS THE CASE INVOLVES CONVERTIIBILITY RATHER 
THAN EXPROPRIATION COVERAGE. NOR DO WE EXPECT ANY 
SERIOUS PROBLEM WITH THE GRZ AS ZAMEFA IS ONE OF THE FEW 
PROFITABLE PARASTATALS IN ZAMBIA. WE ARE, HOWEVER, CONCERNED 
AS TO THE EFFECT OF THE ACTION ON ZAMBIA'S IMAGE IN THE 
FINANCIAL COMMUNITY AND ON OPICS ATTITUDE TOWARD ZAMBIA 

AS WELL. OPIC HAS BEEN ASKED TO PROVIDE COVER FOR PART 
OF THE TAILINGS LEACH PLANT AT CHINGOLA, AN EXTREMELY 
VIABLE PROJECT IN OUR OPINION. WILL THIS ACTION AFFECT 
AN OPIC DECISION ON THIS PROJECT? 

5. EMBASSY WOULD APPRECIATE DEPARTMENT AND OPIC COMMENTS 
ON PARAS 3 AND 4 ABOVE. 

LOW 
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